Abstract: This article investigates the relationship between accounting conservatism and the cost of equity capital. Based on a sample of Chinese listed enterprises on Shenzhen and Shanghai Stock Exchange from 2011 to 2015, we find that accounting conservatism generally exists in China's listed companies, and the higher the degree of accounting conservatism, the smaller the information risk faced by investors, and the required investment rate of return will be reduced, resulting in a lower cost of equity capital.
Hypothesis Development

2.1The existence of accounting conservatism
Because the performance of earnings management is similar to accounting conservatism, leading some scholars to hold that China's capital market does not exist accounting conservatism.
But many other scholars, such as Mao's (2009) found that the earnings management of the loss listed company is not the only cause of the accounting conservatism for the entire financial market. Therefore, before further examining the impact of accounting conservatism on the cost of equity capital, we must first use the loss balance as a control variable in the model to test the existence of accounting conservatism. So we made the first hypothesis:
H1: Accounting conservatism exists in Chinese listed companies and is not the result of loss companies' earnings management. 2.2The relationship between accounting conservatism and cost of equity capital From the perspective of the signal transfer theory, accounting conservatism can reduce the information asymmetry between investors and listed companies, thus reducing the investment risk and the cost of equity capital. And then according to the management salary incentive contract, accounting conservatism can reduce managers' profit behavior, thus reducing the investment risk and reducing the cost of capital. We thus propose the following hypothesis:
H2: Accounting conservatism is negatively related to the company's equity capital cost.
3Research Design
Sample design
The companies selected for this study are A-shares companies listed on the Chinese Shanghai Stock Exchange and Shenzhen Stock Exchange from 2011 to 2015. We arrived at our final set of firms based on the following procedures. Financial and insurance companies are excluded from the final sample because of their specific financial characteristics and financial statements. According to previous research, we exclude companies flagged with ST and *ST, firms with incomplete data and abnormal data. Finally, our sample is based on the data of 1599 firm-year observations from 2011 to 2015.The data for this study was gathered from the China Stock Market and Accounting Research (CSMAR) database.
Measuring accounting conservatism
We used the following specification of earning-return reverse regression model as the proxy for accounting conservatism (Basu, 1997), as shown in Eq. (1):
To validate Hypothesis 2 in the following formula, we referred to Kan & Watts (2009)'s proposed algorithm for the corporate level of accounting conservatism, added the SIZE, MIB, and LEV to the Basu model to estimate the firm's accounting conservatism, as shown in Eq. (2)，（3）, （4）:
C_ Score=β3=λ1+λ2SIZE+λ3MTB+λ4LEV.
EPS i , t / Pi, t-i =β0+β1DRi,t+（μ1+μ2SIZE+μ3MTB+μ4LEV）R i, t+
SIZE is the natural logarithm of total assets at the end of the year; MTB is the carrying value; LEV is the debt asset ratio; C _Score is the value of the firm's accounting conservatism.
3.3Measuring cost of equity capital
We used the PEG model (Eason, 2004) to estimate the cost of equity capital. The formula is as shown in Eq. (5) ： .
Control variables
Since the quality of information disclosure may be affected by other factors, our model includes a set of independent control variables. The control variables are ROE, EG, LIQ, ITR, TAR. Specific definitions of the variables are given in Table ： 1 
The existence of accounting conservatism
To eliminate the possible impact of the loss, we tested the authenticity of conservatism before testing this hypothesis2.Referring to Zhou Xuefeng and Huang Xiaoyun (2011), the control variable LOSS representing loss is added to the Basu model (1) . LOSS is the control variable, if ROA> 0, then LOSS = 0; otherwise, LOSS = 1. b6 reflects the amount of change in the degree to which the loss company reflects the bad news. EPS i , t / Pi, t-i =b0+b1DRi,t+b2Ri,t+b3DRi,t* Ri,t+b4LOSSi ，t +b5LOSSi ，t *R i ,t +b6LOSSi ，t * DR i , t* R i , t +σ. Table 2 . The coefficients of DR*R in models (1) and (6) are significantly positive at the l% level. This means that both the full sample company and the profit company respond to the "bad news" more timely than "good news." The control of the loss Enterprise did not have an impact on accounting conservatism. In model (6),the coefficient of LOSS*DR*R is -0.0407,but not significant, indicating that loss is not the reason of all data's conservatism. That proves hypothesis l.
4.2Accounting conservatism and cost of equity capital 4.2.1Descriptive Statistics
After confirming the real existence of accounting conservatism, we began to study how accounting conservatism affects the cost of equity capital. According to formula 2 and formula 3, we got the accounting conservatism of each listed company, and applied the descriptive statistics to the variables in the formula: Table3 shows the main variables' descriptive statistics. The value of C _Score has increased year by year, which indicates that the degree of accounting conservatism is increasing. Considering that its standard deviation is 0.254855, C _Score doesn't differ a lot among companies. The mean is closer to the maximum, indicating that in the sample's equity cost is stable. Note: *Significant at the 10% level ;.* *Significant at the 5% level ;*** Significant at the 1% level
In Table 4 , we provide the results of the Pearson correlation analysis of the main variables. It can be seen from the table that the Pearson coefficients between the variables are less than 0.5, so there are no multiple linearities between the control variables. The relationship between accounting conservatism and cost of equity capital is significantly negative.
Regression Result
Table5 Note: *Significant at the 10% level ;.* *Significant at the 5% level ;*** Significant at the 1% level
We used the PEG Model to examine the relationship between accounting conservatism and cost of equity capital. We also used the CAPM model to validate the results. Table 5 presents the regression results. And both the two regression results show that independent variable (C_Score) has passed the test and is negatively correlated with the dependent variable (cost of equity capital), showing that the relationship between accounting conservatism and cost of equity capital is negative which supports hypothesis2.
What's more, consistent with expectations, the cost of equity capital is negatively correlated with firm profitability, growth, liquidity. While the regression coefficient of asset turnover and accounts receivable turnover is not significant at the 10% level,so we can't prove the relationship between these two indicators and the cost of equity capital. Perhaps China's capital market is not mature enough to study their relationship with the cost of equity capital.
Conclusion
In this study, we investigate the relationship between accounting conservatism and cost of equity capital. Based on the signaling theory and the risk management theory, we put forward two research hypotheses. Using Basu Model, we discover accounting conservatism exists in Chinese listed companies and is not the result of loss companies' earnings management. The CAPM Model and the PEG Model can calculate sample companies' accounting conservatism and equity capital cost separately. The regression results show that accounting conservatism is negatively related to equity capital cost. This results in support accounting conservatism's positive role.
